e : - . FCC Form 481
FCC Form 481 - Carrier Annual Reporting

Data Collection Form . duly 2013

OMB Control No, 3060-09856/0MB Control Na. 3060-0819

<010> Study Area Code 2920576

<015> Study Area Name PEOPLES TEL CO

<020> Program Year 2016

<030> Contact Name: Person USAC should contact

with guestions about this data Verenica Martin

<035> Contact Telephene Number: 6012545070 ext.

Numier of the person identitied in data line <030=>

<039%> Contact Email Address:

Email of the person identified in data line <030>  Filingskapatec.com

54,313 54.422
. - Completion | Completion
ANNUAL REPORTING FOR ALL CARRIERS Required ' | Required
fehack box when complata)
<100> Service Quality Improvement Reporfing {complete attached worksheet) v
<200> Qutage Reporting (voice) {compiete ottached worksheet) | v’ | |

210>

I < check box if no outages to report

<300> Unfulfilled Service Requests {voice) 0

<310> Detail on Attempts {veoice)

L 1

<320> Unfulfilled Service Requests {broadband)

<330> Detail on Attempts (broadband)

<400> Number of Comp!aints per 1,000 custemers {voice}

<410> Fixed 0.0
<420> Mabile 6.0
<430> WNumber of Complaints per 1,000 custemers (broadband)
<440> Fixed 0.0
<450> Mabile 8.0
<5Qps Service Quality Standards & Consumer Protection Rules Compliance {check to indicate certification)
290576-TN-510.pdf
<510 {attached descriptive document)
<600> Functiongality In Emergency Situations {check to indicate certification)
290576-TN-§10.pdE
(attached descriptive document)
<610

{complete ottached worksheet)

<700> Company Price Offerings {vaice)
<710> Compeny Price Offerings (kroadband) {complete ottached worksheet)
<800> Operating Companies and Affiliates
<900> Tribal Land Offerings (Y/N)?
<1000> Voite Services Rate Comparability Certification Yeg

{complete ottnched worksheat}

{if yes, complete attoched werksheet]

29057¢-TN-1010.pdE

fattach descriptive document)

<1010>

<1100> Certify whether terrestrial backhaul options exist (Yes or No) {ifnot, check ta indicate certification)

<1110>
<1200> Terms and Condition for Lifeline Customers

{complete attached worksheet)

{complete attached worksheet)

NN

[ s

{nttoch descriptive dacument)

v ReSR

[ [y

{fottach descriptive document]
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Price Cap Carriers, Proceed to Price Cap Additional Documentation Worksheet

Including Rate-of-Return Carriers affiliated with Price Cap Local Exchange Carriers
{check to indicate certification)

<2000>
<2005

{complete ottached worksheet)
Rate of Return Carriers, Proceed to ROR Additiona) Documentation Worksheet
<3000=> feheck ta indicate certification)

<3005>

{complete attached worksheet)
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<010> Study Area Code . . . L. 290576

<0315> Study Area Name PEOFLES TEL CO
<020> Program Year 2016
<030> Contact Name - Person USAC should contact regarding this data Veronica Martin

<(35> Contact Telephone Number - Number of person jdentified in data line <G30> 6013549070 ext.

<0395 Contact Email Address - Emall Address of person identified in data line <030> FilingsRAD@tec.com

TO BE COMPLETED BY THE REPORTING CARRIER, IF THE REPORTING CARRIER |5 FILING ANNUAL REPCRTING ON ITS OWN BEHALF:

Certification of Officer as to the Accuracy of the Data Reported for the Annual Reporting for CAF or LI Recipients

| certify that [ am an officer of the Eeporting carrier; my respnnslhil]tﬁs Iinclude ensuring the accuracy of the annual reporting requirements for universal service support

recipients; and, to the best of my knowledge, the information repor) e? on this form and in any attachments is accurate,
1

Name of Reporting Carrier: PEOPI/éS TEL_co / [

Signature of Authorized Officer: w ‘ C‘ - Date (ﬂ - 33 '! _5_

Printed natne of Authorized Officer: /J?\_m [y ]/\ ('TO_ A

Title or position of Authorized Offlce! \/\ ¢ ,PF'CSE C;l £ ‘l‘ [ —C O De T‘Cl-‘n mﬂS

[Telephone number of Authorized Officer: U Dl 3 54 qo_] D

5tudy Area Code of Reporting Carrier: 280576 Filing Due Date for this form; 97/01/2015

Persons willfully making false statements on this form can be punished by fine or forfeiture under the Communications Act of 1934, 47 U.5.C. §§ 502, 503(b), or fine or imprisonmant
under Title 18 of the United States Code, 18 U.S.C, § 1001,

Page 13



Page 14

Certification - Agent / Carrier . FCC Farm 481
Data Collection Form OMB Control No. 3060-0986/QMB Control No, 3060-0819
July 26137 2 T
<010>  Study Area Code 280576
<015>  Study Area Name PEOPLES TEL CO
<020>  Program Year 2016
<030> Contact Name - Person USAC should contact regarding this data Veronica Martin

<p35> Contact Telephone Number - Number of person Identified in data line 030> 6013348070 ext,

<039> Contact Email Address - Emall Address of person identified in data line <030>  FilingsRAD@tec.com

TO BE COMPLETED BY THE REPORTING CARRIER, IF AN AGENT IS FILING ANNUAL REPORTS ON THE CARRIER'S BEHALF:

Certification of Officer ta Authorize an Agent to File Annual Reports for CAF or LI Recipients on Behalf of Reperting Carrier

1 certify that (Name of Agent) is authorized to submit the information reported on behalf of the reporting carrier. |
also certify that | am an officer of the reporting carrier; my responsibilities include ensuring the accuracy of the annual data reporting requirements provided to the authorized
agent; and, to the best of my knowledge, the reports and data provided to the authorized agent is accurate.

Name of Authorized Agent:

Name of Reporting Carrier:

Signature of Authorized Officer: Date:

Printed name of Autherized Qfficer;

Title or position of Authorized Officer:

Telephone number of Authcrized Officer:

Study Area Code of Reporting Carrier: Filing Due Date for this form:

Persans willfully making false statements on this form can be punished by fine or forfeiture under the Communications Act of 1934, 47 U.5.C. &5 502, 503(b), or fine or imprisanment
under Title 18 of the United States Code, 18 U.5.C. § 1001

TO BE COMIPLETED BY THE AUTHORIZED AGENT:

Certification of Agent Authorized to File Annual Reports for CAF or LI Recipients on Behalf of Reporting Carrier

|, as agent for the reporting carvier, certify that | am authorlzed to submit the annual reports for universal service support recipients on behalf of the reporting carrier; 1 have provided
the data reported herein based on data provided by the veperting carrier; and, to the bast of my knowledge, the information reported herein is accurate,

Name of Reporting Carrier:

Name of Authorized Agent or Employee of Agent:

Signature of Authorized Agent or Employee of Agent: Date:

Printed name of Authorized Agent or Empioyee of Agent:

jTitle or position of Adthorlzed Agent or Empleyee of Agent

Telephone number of Authorized Agent or Employee of Agent:

Study Area Code of Reparting Carrler: Filing Due Date for this form:

Persons willfully making false statements on this form can be punished by flne or forfelture under the Communications Act of 1934, 47 U.5.C. 5§ 502, 503(b), or fine or imprisonment under Title
18 of the Unfted States Code, 18 U.5.C. § 1001, |

Page 14
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CONFIDENTIAL
NOT FOR PUBLIC INSPECTION

Five-Year Network Improvement Plan and Progress Report
For Peoples Telephone Company

In its USF/ACC Transformation Order and subsequent Orders, the Federal
Communications Commission (“FCC” or “Commission”) required Eligible Telecommunications
Carriers (“ETCs™) to submit a five-year build-out plan in a manner.consistent with Section
54.202(a)(1)(ii) of the Commission’s Rules by July 1, 2014 and to submit annual progress
reports thereafter.' In its March 5, 2013 Order, the FCC specified that for rate~-of-return carriers,
the five-year plans “should describe the carrier’s network improvement plan, which should
provide greater visibility into current plans to extend broadband service to unserved locations in
rate-ofireturn service territories.”® Peoples Telephone Company (“Peoples” or the “Company”)
is a rate-of-return carrier ETC and hereby submits its five-year network improvement plan as
well as a progress report covering any progress made on the initial five-year network
improvement plan submitted in 2014. Because the 2015 calendar year is still in progress, 2015 is
included in its five-year plan, but extends the plan for an additional year, through 2020.
Therefore, while Peoples’ plan actually covers six calendar years, the five-year plan maintains a

full five calendar years of forward-looking network improvement projects.

! See Connect America F und; A National Broadband Plan for Our Future; Establishing Just and Reasonable Rates

for Local Exchange Carviers; High-Cost Universal Service Support; Developing a Unified Intercarrier
Compensation Regime; Federal-State Joint Board on Universal Service; Lifeline and Link-Up; Universal Service
Reform—Mobility Fund; WC Docket Nos. 10-90, 07-135, 05-337, 03-109, CC Docket Nos. 01-92, 96-45, GN
Docket No. 09-51, WT Docket No. 10-208, Report and Order and Further Notice of Proposed Rulemaking, FCC 11-
61 (rel. Nov. 18, 2011) (USF/ICC Transformation Order) at Para. 587; pets. for review denied, Direct Comm. Cedar
Valley, et al v. FCC 11-161, No. 11-990¢ www.cal0.uscourts.gov/opinions/11/11-9900.pdf (10th Cir. filed May 23,
2014); see also Connect America Fund et al., WC Docket 10-90 et al., Order, DA 12-147 (rel. Feb. 12, 2012} at
Para. 5 (amending Section 54.313(a)(1) to clarify this requirement); Conmect America Fund et al., WC Docket 10-90
et al., Third Order on Reconsideration, FCC 12-52 (rel. May 14, 2012) at Para. 10 {changing the filing deadline for
the annual reports from April 1 to July 1); Connect America Fund et al., WC Docket 10-90 ef al., Order, DA 13-332
(rel. Mar. 5, 2013) (“March 5, 2013 Order”) at Para’s. 4, 6-9. Delaying Five-year Plan until Tuly 1, 2014 see WC
Docket No. 10-90, Order, DA 13-11135, Para. 8 (released May 16, 2013).

 March 5, 2013 Order at Para. 9 citing Section 54.202(a)(1)(ii).



CONFIDENTIAL Five-Year Plan and Progress Report

NOT FOR PUBLIC INSPECTION ' (290576TN112)
Page 2

I The Company’s Five-Year Network Improvement Plan
When the Commission adopted its five-year plan requirements for FCC-designated ETCs
in its 2005 ETC Order, it set forth the following criteria as to how the ETC is to describe with
“specificity” the proposed improvements or upgrades to the ETC’s network throughout its
service area:
(1) how signal quality, coverage, or capacity will improve due to the receipt of
high-cost support throughout the area for which the ETC seeks designation; (2)
the projected start date and completion date for each improvement and the
estimated amount of investment for each project that is funded by high-cost
support; (3) the specific geographic areas where the improvements will be made;
and (4) the ecstimated population that will be served as a result of the
improvements.
In that order, the FCC clarified that service quality improvements in the five-year plan

?!4

“do not necessarily require additional construction of network facilities.”” Accordingly, the
improvements listed in the plan may be projects related to the expansion of the network (one or
multiple services), projects related to updating technology to accommodate new services or
higher bandwidth or maintenance projects, such as to reduce trouble reports or replace outdated
equipment. Additionally, in some cases, the projects may be ones that improve or upgrade the
entire network rather than discrete areas within a study area or they may be ones that are ongoing
projects that have no specific start and completion dates.

The instructions to the Form 481 state “[r]ecipients may describe where improvements

are expected to occur by wire center or census block, as appropriate. To the extent no

} Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, FCC 05-46 (rel. Mar.
17, 2005) (2003 ETC Order™).

1d



CONFIDENTIAL Five-Year Plan and Progress Report

NOT FOR PUBLIC INSPECTION (290576TN112)
Page 3

improvements are planned in specific areas, the five-year plan should so indicate.”®> The
instructions also require that in subsequent annual progress reports, which must include the total
amount of universal support received, this information must be provided “broken out separately
by the amount spent on capital expenses and the amount spent on operatﬁlg expenses.”®
Accordingly, the Company’s five-year plan separately provides both capital expenditures and
operating expenses.

A, The Company’s Major Network Improvement Projects

Based upon this framework, Appendix A updates the Company’s five-year plan

submitted in 2014 and reflects Peoples Telephone Company’s major network improvement
projects for the six calendar years 2015 through 2020 along with the start and completion dates,
capital costs, areas and population associated with those projects.

B. How These Projects Will Improve the Network

Ongoing projects include transport upgrades that will update antiquated technology
which will soon be unsupported throughout the network and help reduce trouble tickets. Other
priority projects include central office power upgrades that will insure network reliability during
outages. Various other upgrades during this time include building improvements, new
computers, new vehicles, and other work equipment; these will be used to replace outdated

equipment and address maintenance issues. Peoples requires all batteries be tested regularly to

insure reliability of the network under emergency situations, which means regular battery

* Instructions for Completing FCC Form 481, OMB Contro] No. 3060-0986 (High-Cost), OMB Control No. 3060-
0819 (Low-Income}, July 2013, Line 112.

8 Instructions for Completing FCC Form 481, OMB Control No. 3060-0986 (High-Cost), OMB Conirol No. 3060-
0819 (Low-Income), July 2013, Line 112,

7 Based upon informal discussions with the FCC, the initial five-year network improvement plan covered calendar
years 2015 through 2019.
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replacement throughout the five years. Routine outside plant upgrade projects will be regarded
as the normal course of business for maintaining plant facilities and the network. Finally there
will be various broadband upgrades and central office power upgrades. These projects will help
to expand the network and update technology to allow higher broadband internet bandwidth

speeds. See Appendix A for a full breakdown including costs of the various projects.

£ Estimated Capital Expenditures and Operating Expenses
The first table in Appendix B included herein specifies the capital expenditures

(projects) in Appendix A, by Part 32 account, along with the respective year in which the
expenditures are expected to occur. In the second table of Appendix B, the projected operating
expenses are provided, including depreciation expense for both embedded plant investment and
for capital expenditures, which begins when the capital expenditures are projected to be placed
into service.
1I. The Company’s Progress Report on its Five-Year Network Improvement Plan

Because the calendar year 2015 is still under way, Peoples Telephone Company has no
progress to report on the network improvement projects planned for 2015. Comprehensive
progress made on network improvements in 2015 V\{ill be reported by Peoples Telephone
Company in its 2016 ETC Annual Report. Peoples Telephone Company hereby provides the

following required elements of its progress report to satisfy Form 481 reporting obligations.



CONFIDENTIAL Five-Year Plan and Progress Report

NOT FOR PUBLIC INSPECTION (290576TN112)
Page 5

A. The Amount of Universal Service Support Received by the Company
For the 2014 calendar year, which was outside of the scope of the Company’s
initial five-year network improvement plan, Peoples Telephone Company received a total of

$763,542 in high cost universal service support (“USF”) through the following mechanisms:

for Interstate Common Line Support (“ICLS™);
for High Cost Loop Support (“HCLS™);
for ICC CAF Support;

B. How Peoples Telephone Company Has Used USF to Improve Service
Quality, Coverage and Capacity

Section 254(e) of the Communications Act of 1934, as amended requires ETCs to
use Universal Service support (“USE”) “only for the provision, maintenance, and upgrading of
facilities and services for which the support is intended.”® Pursuant to Section 54.314 of the
FCC’s rules, in order for state-designated ETCs to receive USF for the coming year, states must
annually file certifications by October 1 stating that all federal high-cost support provided to
such carriers within the state “was used in the preceding calendar year and will be used in the
coming calendar year only for the provision, maintenance, and upgrading of facilities and
services for which the support is intended.” ETCs not designated by a state must file similar
certifications with the FCC."

In its USF/ICC Transformation Order, the FCC clarified that prior to making the
Section 254(¢) certifications, states should conduct a “rigorous examination of the factual

information” contained in the annual Section 54.313 reports, of which the five-year network

$47U.8.C. § 254(e).
*47 CER. § 54.314(a).

1947 CFR. § 54.314(b).
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improvement plan and annual progress reports are a part, in determining whether they can certify
that carriers’ support has been used and will be used only for the purpose for which the support
was intended.!! The FCC said that it would also use the reports to verify certifications filed by
ETCs that are not sta’ce—designa’ted.12 In this context, the Commission stated, “[i]n light of the
public interest obligations we adopt in this Order, a key component of this [Section 254(e)]

certification will now be that support is being used to maintain and extend modern networks

capable of providing voice and broadband service.” "

Essentially, under the existing rules and processes, the federal USF received by
the Company and other incumbent rural telephone companies are, in fact, an integral part of the
recovery of expenditures of rural incumbent local exchange carriers incurred in the provision,
maintenance and upgrading of their provision of facilities and services for which the USF is
intended. Peoples depends upon its receipt and utilization of federal universal service support to
provide rural telephone customers with affordable and quality voice and broadband services.

Accordingly, given the critical role the network improvement plan as updated
herein and the progress reports will have in the annual Section 254(¢) certification process,
Peoples’ plan and progress reports deﬁonstrate how the Company has used and will use USF not
only for improvements and upgrades, but also for the provision and maintenance of the facilities
and services to which the support was intended. Even though the FCC did not require the

Company to include calendar year 2014 as part of the Company’s network improvement plan

W See USF/ICC Transformation Order at Para. 612.
i2 T d

B Id. (emphasis supplied).
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and thus there is no information to report regarding progress during that year, the Company

hereby certifies that during that year it used USF solely for which the support was intended.

. Maps Depicting the Company’s Network Progress
Attached to this Five-Year Network Improvement Plan as Appendix C is Peoples’
maps depicting the extent of the Company’s network within its service area and indicating
specific geographic areas associated with certain projects listed above.
D. Network Improvement Targets Not Met
Because 2015 is the first year of the Company’s network improvement plan, there
is no previous year for which to report network improvement targets that have not been fulfilled.
The Company will report such information for calendar year 2015 as well as progress towards

meeting its targets for that year in its progress report submitted in 2016.
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Peoples Telephone Company’s demonstration of complying with applicable service
quality standards and consumer protection rules:
In establishing this certification in its 2005 ETC Order,' the FCC found that an
ETC must make “a specific commitment to objective measures to protect consumers.” 2
The Commission found that for wireless ETCs, compliance with CTIA’s Consumet Code
for Wireless Service would satisfy this requirement” and that the sufficiency of other
commitments would be considered on a case-by-case basis.> In this context, the FCC
stated, “to the extent a wireline or wireless ETC applicant is subject to consumer
protection obligations under state law, compliance with such laws may meet our
requirement.”4
Peoples Telephone Company (“Company™) hereby certifies that it is complying
with applicaBle service quality standards and consumer protection rules. The Company is
subject to consumer protection obligations under state law. These obligations include,
but are not limited to, the following: (1) filing a Local Exchange Tariff pursuant to the
Rules of Tennessee Regulatory Authority, Chapter 1220-4-1-.03 and the Tennessee Code
Annotated, Title 65, Chapter 5, Part 1, §65-5-102, which disclose rates, terms and

conditions of service to customers; (2) adherence to state consumer protection

requirements governing telephone providers which require implementation of Basic

| Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, FCC 05-46 (rel. Mar.
17, 2005) (“2005 ETC Order™).

% Id. at para. 28.

3 Jd The FCC noted that under the CTIA Consumer Code, wireless carriers agree to: “(1) disclose rates and terms of
setvice to customers; (2) make available maps showing where service is generally available; (3) provide contract
terms to customers and confirm changes in service; (4) allow a trial period for new service; (5) provide specific
disclosures in advertising; (6) separately identify carrier charges from taxes on billing statements; (7) provide
customers the right to terminate service for changes to contract terms; (8) provide ready access to customer service;
(9) promptly respond to consumer inquiries and complaints received from government agencies; and (10) abide by
policies for protection of consumer privacy.” Id atn. 71.

‘1d atn. 72,
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Utility Obligations in accordance with the Rules of Tennessee Regulatory Authority,
Chapter 1220-4-2-.29, Consumer Safeguards as identified in the Rules of Tennessee
Regulatory Authority, Chaioter 1220-4-2-.55, anti-slamming procedures as required in the
Rules of Tennessee Regulatory Authority, Chapter 1220-4-2-.56; (3) truth-in-billing
requirements in accordance with the Rules of Tennessee Regulatory Authority, Chapter
1220-4-2-.58; and (4) CPNI, Red Flag Rules and other applicable federal and state

requirements governing the protection of customers’ privacy.
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Peoples Telephone Company’s Ability to Function in Emergency Situations

Peoples Telephone Company (“Company”) hereby certifies that it is able to
function in emergency situations as set forth in Code of Federal Regulations, Title 47,
Part 54, Subpart C, §54.202(a)(2)" and Rules of the Tennessee Regulatory Authority,
Chapter 1220-4-2. The Company’s network is designed to remain functional in
emergency situations without an external power source, is able to reroute traffic around
damaged facilities, and is capable of managing trafﬁ.c spikes resulting from emergency
situations as required by Section 54.202(a)(2). The Company can change call routing
translations as needed to reroute traffic around damaged facilities within company
exchanges. Changing call routing translations will also allow the Company to manage
traffic spikes throughout its network, as emergency situations require. The Company does
not have an alternate path of egress and therefor is reliant on a single meetpoint for
broadband and voice network availability outside the local exchange carrier’s boundary.

If the Company is unable to route E911 traffic through traditional means during
and emergency situation it will notify the 911 center and the 911 coordinator that it is in
emergency mode and then re-route calls directly to the Houston County 911 center using
their administrative lines. In the event that the primary 911 center becomes inoperable
the 911 operations will be moved to the Houston Country Emergency Operating Centél'

inside of the courthouse and all 911 traffic will be routed there.

Section 54.202(a}{2) requires ETCs that are designated by the Commission to “demonstrate its ability to
remain functional in emergency situations, including a demonstration that it has a reasonable amount of back-
up power to ensure functionality without an external power source, is able to reroute traffic around damaged
facilities, and is capable of managing traffic spikes resulting from emergency situations.”
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In accordance with the Rules of Tennessee Regulatory Authority, Chapter 1220-
4-2,1220-4-2- 23 Emergency Operation, the Company’s central offices have adequate
provision for emergency power. Specifically, each central office building is supplied
with standby generators and battery back-up that enable the central office to keep running
until power is restored so long as fuel is available, or until system changes are made to

reroute traffic.
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Voice Services Rate Comparability
Peoples Telephone Company’s calculation for rate floor certification:

Peoples Telephone Company, Inc. (“Peoples Telephone™) certifies that its pricing of
fixed voice services is no more than two standard deviations above the applicable national
average urban rate floor for voice services. Peoples Telephone calculates the average local

voice rate using the foliowing formula:
Local Rate + State SLC + State USF + Mandatory EAS

The local rate for Peoples Telephone’s customers is $16.00, there is no state SLC or USF
and no mandatory EAS. Based on the formula above, Peoples Telephone’s residential rates

are $16.00, well below the threshold of $47.48 set by the Wireline Competition Bureau.
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Progress Report

Because 2015 is the first year of the Company’s network improvement plan, there is no previous year
for which to report network improvement targets that have not been fulfilled. The Company will
report such information for calendar year 2015 as well as progress towards meeting its targets for that
year in its progress report submitted in 2016.
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Peoples Telephone Company

List of New Community Anchor Institutions

Peoples Telephone Company had no new community anchor institutions connected in 2014.
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[NDEPENDENT AUDITORS® REPORT

Board of Directors
Peoples Telephone Company
Erin, Lennessec

Report on the Financial Statements

We have audited the accompanying consolidated financial statements of Peoples Telephone Company
(a wholly-cwned subsidiary of Telephone Electronics Corporation — the Company), which comprise the
balance sheets as of December 31, 2014 and 2013 and (he relaled consolidated siatements of income,
changes in stackholder's equity and cash llows for the years then ended, and the related notes to the
financial statements.

Muanagement’s Responsibility for the Financial Statemenis

Management is responsible for (he preparation and fair presentation of these consolidated finaneial
statemenis in accordance with accounting principles generally accepled in the United States of America;
this includes the design, iniplementation and maintenance of intemal control relevant to the preparation
and fair presentation of consolidated financial statements that are free from maleral musstatermnent,
whether due to fraud or emor.

Auwditors' Responsibility

Qur responsibility is {o express an opimion on thess consolidaled financial statements based on our
audits. We conducted our audits in accordance with auditing standards generally eccepted in the United
States of Amerca. Those standards require that we plan and perform the audits o obtain reasonable
assurance about whether the consolidated financial sfatements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the consolidated financial statements. The procedures selected depend on the auditors’ judgment,
including the assessrrent of the risks of material misstalement of the consolidated financial statements,
whether due to fraud or error. In making (hose risk assessments, the auditor considers intemal control
relevant Lo the entity’s preparation and foir presentation of the conselidated financial siatements in order
to design audit procedures thal are approprate in the circumstances, bul not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal conlrol. Accordingly, we express no such apimaon.
An audit also includes evaluating the appropriateness of accounting policies used and (he reasonablencss
of significant accounling estimates made by management, as well as evaluating the overall presentation
af the consolidaled Bnancial statemenis.

We believe (hai the audit evidence we have obtained is sullicient and appropriate lo provide a basis for
our audil opinion.

1100 Morth 18th Streel Suile 200 Manroe, Louisiana 71201
Tel: (318) 3B7-2672 - Fax: (318) 322-8886 - Website: www.aluliservicecpalirm com
MEMBERS OF THE AMERICAN INSTITUTE QF CERTIFIED PUBLIC ACCOUNTANTS




Peoples Telephone Company
Independent Auditors’ Repaort
Page 2 of 2

Opinian

I our apinion, the consolidated financial staterments reforred fo above present fairly, o all material
respects, the financial position of the Company as of December 31, 2014 and 2013, and the resilts of ils
aperations and its cash Nows for the years then andzd in conlommiy with accounting prinaiples gensrally
accepled in the United States of America,

re
@ ;’LW
4
(A Professional Accounting Corporatien)

April 30, 2015



PEOPLES TELEPHONE COMPANY AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2014 AND 2013

Assets

2014 2013

CURRENT ASSETS
Cash and cash equivalents (Note 2) -
Accounts receivable
Customers, less allowance for doubtful accounts
of (D - G rcspectively
Toll settlements, less allowance for doubtful accounts
of (D and R rcspectively
Other
Materials and supplies
Deferred tax assets (Note 7)
Prepayments

NONCURRENT ASSETS
Investments (Note 4)
Deferred land lease costs

PROPERTY, PLANT AND EQUIPMENT (Note 5)
Regulated communications
Cable television (CATV)
Nonregulated communications

Accumulated depreciation

TOTAL ASSETS

The accompanying notes are an integral part of these financial statements.



PEOPLES TELEPHONE COMPANY AND SUBSIDIARY

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2014 AND 2013

Liabilities and Stockholder’'s Equity

CURRENT LIABILITIES
Accounts payable
Trade
Affiliates (INote 2)
Other
Advance billings and customer deposits
Accrued interest
Accrued taxes
Accrued pole rents (Note 6)
Other accrued liabilities

OTHER LIABILITIES AND DEFERRED CREDITS

Deferred tax liabilities (Note 7)
Other noncurrent liabilities

COMMITMENTS AND CONTINGENCIES (Note 10)

STOCKHOLDER'S EQUITY (Note 9)

Common stock, class A, par value (il per share;
1,000 shares authorized, 756 shares
issued and outstanding

Common stock, class B, par value (il per share;
750 shares authorized, 520 shares
issued and outstanding

Retained earnings

TOTAL LIABILITIES AND STOCKHOLDER'S EQUITY

2014 2013

The accompanying notes are an integral part of these financial statements.



PEOPLES TELEPHONE COMPANY AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF STOCKHOLDER'S EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013

Common Total Class A Class B
Shares Qutstanding Stockholder's Common  Common Retained
Class A Class B Equity Stock Stock Earnings
BALANCES,

756 520 December 31, 2012

- - Net income

Dividends on common stock

BALANCES,
756 520 December 31, 2013

- - Net income

- - Dividends on common stock

BALANCES,
756 520 December 31, 2014

The accompanying notes are an integral part of these financial statements.



PEOPLES TELEPHONE COMPANY AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013

2014 2013

REGULATED COMMUNICATIONS OPERATIONS
REVENUES
Local service
Network access and miscellaneous (Note 1)

OPERATING EXPENSES
Plant operations
Depreciation (Note 3)
Customer and corporate operations
Other operating

Operating loss
NONOPERATING INCOME (EXPENSE)
Interest expense and related items
Gain on sale of assets

Toll settlement adjustments - net (Note 1)
Other income - net

Loss before income taxes

INCOME TAX BENEFIT (Note 7)

Loss from regulated communications operations

The accompanying notes are an integral part of these financial statements.



PEOPLES TELEPHONE COMPANY AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF INCOME (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013

2014 2013

NONREGULATED COMMUNICATIONS AND CATV OPERATIONS
REVENUES (Note 1)

COST OF REVENUES
Gross profit

OPERATING EXPENSES

General operating expenses
Depreciation (Note 5)

Operating income

NONOPERATING EXPENSE
Interest expense and related items
Other expense - net

Income before income taxes

INCOME TAX EXPENSE (Note 7)

Income from nonregulated communications
and CA'TV operations

Net income

The accompanying notes are an infegral part of these financial statements.



PEOPLES TELEPHONE COMPANY AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASHFLOWS
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013

2014 2013

OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income te net cash
provided by operating activities:

Depreciation {Note 5)
Provision for losses on Accounts receivable - Customers
Provision for losses on Accounts receivable - Toll settlements
Gain on sale of regulated communications plant
Provision for inventory obsolescence
Provision for deferred income taxes (Note 7)
Changes in assets and liabilities

Net cash provided by operating activities

INVESTING ACTIVITIES:

Purchase of property, plant, and equipment
Net removal costs on regulated communications plant retirements
Proceeds from sale of regulated communications plant

Net cash used for investing activities

FINANCING ACTIVITIES:
Dividends to common stockholder

Net cash used for financing activities

Net increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

The accompanying notes are an integral part of these financial statements.
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PEOPLES TELEPHONE COMPANY AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013

2014

Changes in assets and liabilities:
Accounts receivable
Customers
Toll settlements
Other
Materials and supplies
Prepayments
Deferred land lease costs
Accounts payable
Trade
Affiliates (Note 2)
Other
Advance billings and customer deposits
Accrued interest
Accrued taxes
Accrued pole rents (Note 6)
Other accrued liabilities
Other noncurrent liabilities

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the year for:

Interest

Income taxes (Note 2)

NONCASH INVESTING AND FINANCING ACTIVITIES:

Retirements of regulated communications plant at original cost

The accompanying notes are an integral part of these financial statements.

2013




PEOPLES TELEPHONE COMPANY AND SUBSIDIARY
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2014 AND 2013

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The consolidated financial statements include the accounts of Peoples Telephone Company
(PTC) and its wholly owned subsidiary Peoples CATV, Inc. (PCI) (collectively, the Company).
PTC is a wholly-owned subsidiary of Telephone Electronics Corporation (TEC).

Except as otherwise disclosed, all significant intercompany transactions have been eliminated.
Nature of Operations

The Company’s principal line of business is the provision of a broad range of communications
services and cable television (CATV) services to business and residential customers located
primarily in central Tennessee. The Company views, manages and evaluates the results of its
operations from the various communications services as one company, and therefore, has
identified one reporting segment as it relates to providing segment information.

Regulatory Accounting

PTC follows the accounting for regulated enterprises prescribed by Accounting Standards
Codification (ASC) 980, “Regulated Operations”, including certain accounting practices
prescribed by the Federal Communications Commission (FCC) and the Tennessee Regulatory
Authority (TRA). The standard system of accounts for PTC is the FCC's Part 32 Uniform
System of Accounts. This accounting recognizes the economic effects of rate regulation by
recording costs and a return on investment; as such, amounts are recovered through rates
authorized by regulatory authorities. Accordingly, ASC 980 requires PTC to depreciate
regulated communications plant over the useful lives approved by regulators, which could be
different than the estimated useful lives that would otherwise be determined by management.
Criteria that would give rise to the discontinuance of accounting in accordance with ASC 980
include increasing competition which may restrict the ability of PTC to establish prices that
allow it to recover specific costs and significant changes in the manner in which rates are set by
regulators from cost-based regulation to another form of regulation. PTC periodically reviews
the criteria to determine whether the continued application of ASC 980 is appropriate.
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PTC is subject to reviews and audits by regulatory agencies (see Note 12). During 2013, the
management of PTC was notified that it had been selected by the National Exchange Carrier
Association (NECA) Member Services Division for an in-depth review (the Review) related to
the January 2013 settlement data for special access revenues and DSL. revenues submitted by
PTC to NECA. No adjustments were necessary as a result of the Review.

Revenue Recognition

Revenue is recognized when evidence of an arrangement exists, the earnings process is complete
and collection is reasonably assured. The Company’s revenues are primarily derived from: local
calling services, interstate and intrastate access revenues (including pooled revenues), Connect
America Fund (CAF) support, Internet and data services, CATV, long distance services and other
miscellaneous services.

The Company markets competitive service bundles which may include multiple deliverables.
The Company offers an unlimited statewide calling bundle and an unlimited nationwide calling
bundle that consist of voice services, calling features and long distance. Revenues are allocated
{0 the separate units based on their estimated fair values.

Substantially all recurring non-usage sensitive service revenues, including service bundles, are
billed in advance and deferred until earned. The Company records revenue billed in advance as
advance billings. Non-recurring and usage sensitive revenues are billed in amrears and
recognized when earned.

As the result of a new tariff filed with the TRA in July 2014, the Company increased its
residential local service rates to $16 from the existing rate of $14 effective November 1, 2014,
Also in March 2013, the Company filed a tariff with the TRA to increase its residential local
service rates to $14 from the existing rate of $10 effective April 1, 2013, and to increase its
business local service rates to $24 from the existing rate of $7.96 effective May 1, 2013.
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Network access and miscellaneous revenue is derived from several sources, including CAF
support, Universal Service Fund (USF) support, interstate and intrastate access revenues, as well
as intrastate long distance revenues, and is detailed as follows:

2014 2013

CAF support

USF support
Interstate/intrastate access
Intrastate long distance
Directory services
Miscellaneous
Uncollectible

Revenue for interstate access services is received through tariffed access charges filed by NECA
with the FCC on behalf of the NECA member companies. These access charges are billed by the
Company to interstate interexchange carriers and reported to NECA to be pooled with like-
revenues from all NECA member companies. A portion of the pooled access charge revenues
are distributed to the Company based upon its actual cost of providing interstate access service,
plus a return on the investment dedicated to providing that service. Distributions from these
pools can change relative to changes made to expenses, plant investment, or rate of return.
Intrastate Tevenue is derived from tariffed access charges as filed with the TRA. These access
charges are billed to the interexchange carriers and payments are retained by the Company. On
October 7, 2014, the  Company entered into a settlement agreement with AT&T Mobility
regarding the exchange of IntraMTA tariff. In conmection with this settlement, the Company
recognized income of (NN duvring 2014, which is reflected within “Toll settlement
adjustments — net” on the accompanying consolidated statements of income. The Company also
recorded adjustment of prior years intrastate and interstate access costs of S uring 2014
and (I during 2013, which are reflected within “Toll settlement adjustments — net” on the
accompanying consolidated statements of income. Estimated interstate revenues are initially
recorded based on cost studies which require final approval by NECA and the FCC. It is
believed that the recorded amounts in 2014 approximate the final amounts which will be
determined when pool cost studies are finalized; however, these estimates are subject to
adjustment in future accounting periods as additional operational information becomes available.
The Company recognized additional revenue in the amount of (NN and (EEEER during 2014
and 2013 as a result of the 2013 and 2012 pools being finalized.

The FCC has issued a Report and Order and Further Notice of Proposed Rulemaking (“Reform
Order™). The Reform Order contains comprehensive rules reforming all forms of intercarrier
compensation and implements a new support mechanism for the deployment of broadband
services. Generally, the intercarrier compensation reform outlines a path toward a "bili & keep”
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method where there is no compensation for termination of traffic received from another carrier.
The transition to this method includes numerous steps depending on the type of traffic
exchanged. In July 2014, the Company began reducing its terminating access and reciprocal
compensation rates over 7 years to “bill & keep”. The Company receives CAF support, which is
a support mechanism designed to replace some of the Company’s lost access revenue during the
transition period outlined in the Reform Order. In April 2014, the Company received a notice
from NECA regarding excess CAF support received during the period July 2012 — December
2013. After discussions with NECA, the Company accepted the adjustment and recognized a
reduction in 2014 CAF support of (Nl

The High Cost Loop Fund (HCL) is a subcomponent of the USF and is available to rural
incumbent carriers to support the high cost of their operations in rural markets. The HCL
support is based upon the Company’s average cost per loop compared to the national average
cost per loop. The Company received HCL support of (il during 2013 (see Note 11).

The Company recognizes directory services revenue over the subscription period of the
corresponding directory. Directory services are normally billed under contract.

Nonregulated communications and CATV revenues are derived primarily from Internet and data
services, CATV, long distance services, inside wire maintenance (ISW Maintenance) and Voice
over Internet Protocol communications services (VoIP), and are detailed as follows:

2014 2013

Internet and data services

CATV

Interstate/international long distance
ISW Maintenance

VolP

Miscellaneous

Uncollectible

Receivables for network access revenues are reflected (net of payables) as “Accounts receivable
— Toll settlements” for 2014 and 2013 on the accompanying consolidated balance sheets.
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Property, Plant and Depreciation

Regulated communications plant is stated substantially at original cost of construction and
includes indirect costs consisting of payroll taxes, pensions and other fringe benefits, and
supervision salaries. Net composite interest charges on borrowed and equity funds used to
finance construction are capitalized in the same manner as construction labor and material costs.
Interest is capitalized to the extent allowed by regulatory agencies. No interest was capitalized in
2014 or 2013.

Generally, for regulated communications plant, normal asset retirements are charged against
accumulated depreciation along with the cost of removal, less salvage, with no gain or loss
recognized. The unrecovered costs of regulated communications plant removed substantially in
advance of the expected service life of the plant (extraordinary retirements) are deferred and
amortized over a period of years specified by the appropriate regulatory commission. There were
no extraordinary retirement balances as of December 31, 2014 and 2013,

Depreciation of regulated communications plant is provided on the straight-line method, using
class and overall composite rates subject to approval by the TRA.

When nonregulated communications or CATYV plant is sold or retired, the original cost and
accumulated depreciation are removed from the accounts and any gain or loss is included in the
results of operations. Depreciation on nonregulated communications and CATV plant is
determined using the straight-line method for financial reporting purposes.

Expenditures for improvements that significantly add to the productive capacity or extend the
useful life of an asset are capitalized. Expenditures for maintenance and repairs to all property,
plant and equipment, as well as replacement of minor items, are charged to maintenance expense
as incurred.

Materials and Supplies

The Company maintains an inventory of telephones, cable, modems and equipment repair parts
as well as maintaining an inventory for resale of telephones and computer accessories. Materials
and supplies are stated at the lower of cost or market value. Cost is determined using the moving
average method of valuation. The Company reviews inventory on an annual basis for
obsolescence and records charges based upon various factors, including the age of the inventory
and technological advances. The Company has provided a reserve for obsolete inventory of
G- @R :: Dccember 31, 2014 and 2013, respectively.
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Income Taxes

The Company is included in the consolidated federal income tax return of TEC. For financial
reporting purposes, income taxes are generally calculated and settled as though the Company had
prepared a separate consolidated tax return except that the statutory income tax rate for TEC is
applied.

Deferred tax assets and liabilities are recognized for the future tax consequences attributable to
differences between the financial statement carrying amounts of assets and their respective tax
bases and operating loss and tax credit carryforwards.

To the extent current year income tax accruals are paid or offset by other transactions with TEC,
they are considered as cash paid for income taxes.

Interest and penalties related to income tax matters are recognized in Nonoperating Income
(Expense). During 2014 and 2013, the Company had no significant amounts recorded for
interest and penalties.

The Company is subject to income tax examinations by the IRS and the Tennessee Department
of Revenue; however, there are currently no examinations in progress for any tax periods. '
Management believes the Company is no longer subject to income tax examinations for years
prior to 2011,

Recently Adopted Accounting Pronouncements

In July 2013, the Financial Accounting Standards Board ("FASB") issued Accounting Standards
Update ("ASU") 2013-11, which is designed to reduce diversity in practice of financial statement
presentation of an unrecognized tax benefit when a net operating loss carryforward, a similar tax
loss or a tax credit carryforward exists. This new guidance became effective for the Company on
January 1, 2014. The adoption of this update did not have a material impact on the Company's
financial position or results of operations.

Recently Issued Accounting Pronouncements

During 2014, the FASB issued ASU 2014-01 through ASU 2014-18. Except for ASU 2014-09,
which is discussed below, these ASUs primarily provide techmical corrections to existing
guidance, relate to specialized industries or relate to accounting issues that are not applicable to
the Company. Accordingly, these ASUs will not have a material impact on the Company’s
financial position or results of operations.
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In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers, which is
designed to clarify the principles used to recognize revemue for entities. The accounting
guidance defines how companies report revenues from contracts with customers, and also
requires enhanced disclosures. The guidance becomes effective for the Company on December
31, 2019 and allows for two methods of adoption: (1) "full retrospective” adoption, meaning the
standard is applied to all periods presented, or (2) "modified retrospective” adoption, meaning
the cumulative effect of applying ASU 2014-09 is recognized as an adjustment to the fiscal year
2019 opening retained earnings balance. The Company is evaluating the potential impact of this
pronouncement.

Cash, Cash Equivalents and Cash Investments

The Company considers highly liquid investments (including the Company’s interest in a
consolidated cash management account maintained by a subsidiary of TEC (see Note 2)) with an
original maturity of three months or less to be cash equivalents. Certificates of deposit with an
original maturity greater than three months, but less than or equal to one year are considered to
be cash investments.

Disclosures About Concentrations

The Company is subject to credit risk primarily through cash and cash equivalent balances and
trade receivables. ‘

The Company’s cash and cash equivalents are primarily invested in a master cash management
pool with other TEC affiliates (see Note 2). The overall pooled cash balances are currently
invested in mutual funds, consisting primarily of U.S. government agency and treasury securities,
as well as overnight repurchase agreements. The risk of loss on such investments is remote.

The Company believes that the concentration of credit risk with respect to trade receivables is
principally related to receivables due from other interexchange carriers for network access
revenues, which are reflected within “Accounts receivable — Toll settlements”, and the amounts
due from underlying customers for local, internet and data services which are reflected within
“Accounts receivable — Customers” on the accompanying consolidated balance sheets. Overall,
the Company believes that such credit risk is minimized because charges for local, internet and
data, and CATV services are typically billed in advance of the actual services being rendered,
and charges for toll services provided by long distance carriers other than the Company and not
collected from the Company’s underlying customers are recoverable from the associated long
distance carriers.
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Accounts Receivable and Allowance for Doubtful Accounts

The Company extends credit to its business and residential customers generally on an unsecured
basis. Service interruption is the primary vehicle for controlling losses. Trade and toll
settlement receivables are accounted for at cost less the reserve for uncollectible accounts. The
allowance for doubtful accounts on trade receivables is computed by management and is the
Company’s best estimate for the amount of probable losses on the Company’s existing accounts
receivable, The allowance for doubtful accounts is calculated excluding the long distance
portion of the receivable, for carriers other than the Company, due to the fact that this portion is
recoverable in full from the associated long distance carrier. The allowance for doubtful
accounts for toll settlements is calculated using the specific identification method whereby
management assesses a carrier’s ability to meet its current financial obligations to the Company.
Management’s assessment includes the overall length of time the receivable has been past due,
historical collection experience, and other factors.

Customers are typically billed on the 1¥ of every month and the accounts are considered
delinquent if not paid in full by the 15" of the month. Late fees are billed at the tariffed rate filed
with the TRA and are recorded as income when billed. Customer accounts are typically
disconnected if payment is not received by the 25" of the respective month. Normally,
uncollectible trade receivables are written off against the allowance for doubtful accounts sixty
days after the date of disconnection. Subsequent recoveries of customer receivables are
recognized as income in the period such amounts are actually received.

Advertising
Costs incurred for producing and communicating advertising are expensed as incurred.
Taxes Collected from Customers and Remitted to Governmental Authorities

The Company records taxes billed to its customers and remitted to governmental authorities on a
net basis within a liability account.

Accounting Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles (GAAP) requires management to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the consolidated financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates. The estimates are
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reviewed periodically and, as adjustments become necessary, they are reported in the
consolidated earnings of the Company in the period in which they become known.

Deferred Land Lease Costs

Lump sum payments to acquire long-term land leases are capitalized and amortized on the
straight-line method over the terms of the underlying leases. The related expense is reflected
within “Plant operations” on the accompanying consolidated statements of income.

Investments

Investments in noncensolidated companies in which the Company has a 20% to 50% interest or
otherwise has the ability to exercise significant influence over the operating and financial
policies are accounted for using the equity method. Investments in which there is no significant
influence (normally less than a 20% ownership) are accounted for under the cost method of
accounting.

To determine if an impairment of an investment exists, the Company monitors and evaluates the
financial performance of the business in which it invests and compares the carrying value of the
investee to quoted market prices (if available), or the fair values of similar investments, which in
certain instances, is based on traditional valuation models utilizing multiples of cash flows.
When circumstances indicate that a decline in the fair value of the investment has occurred and
the decline is other than temporary, the Company records the decline in value as a realized
impairment loss and a reduction in the cost of the investment.

Subsequent Events

The Company evaluated subsequent events and transactions for potential recognition or
disclosure in the consolidated financial statements through April 30, 2015, which is the date the
consolidated financial statements were available to be issued.

Reclassifications

Certain reclassifications have been made to conform 2013 amounts to 2014 classifications, none

of which had a material effect on these consolidated financial statements.
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AFFILIATED TRANSACTIONS

In the normal course of operations, the Company receives and provides certain services or
engages in transactions with TEC and/or certain subsidiaries of TEC. The significant services
and transactions with affiliated companies not discussed elsewhere are summarized as follows:

2014 2013

Amounts incurred for assistance with billing and related
services provided by subsidiaries of TEC

Amounts incurred for executive, managerial,
technical, accounting, insurance, marketing, legal,
service mark licensing, regulatory matters, revenue
assurance, equipnient purchases, and other
miscellaneous services provided by TEC

Amounts incurred for network transmission, network
access, equipment and network maintenance, Internet
bandwidth, equipment purchases and other
miscellaneous services provided by subsidiaries of TEC

Services provided to a subsidiary of TEC, principaily
for network transmission and network access

Sale of regulated communications property, plant
and equipment to other telephone subsidiaries of TEC

Purchase of regulated communications property, plant
and equipment from other telephone subsidiaries of TEC

The net balances due (to) from affiliated companies are reflected in the consolidated financial
statements as follows:

2014 2013

Accounts payable - Affiliates

Amounts included in:
Accounts receivable - Toll settlements
Accounts payable - Trade
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The following is a detail of the composition of the net balance due (to) from affiliates:

2014 2013

TEC

TEC Services, Inc.

LecNet, Inc.

TEC Services of Louisiana, Inc.

West Tennessee Telephone Company, Inc.
TEC of Jackson, Inc.

Crockett Telephone Comparny, Inc,
ComNet, Inc.

In addition to the above transactions, the Company made federal tax payments to TEC of
G - @ iing 2014 and 2013, respectively. Further, amounts due to TEC for
federal income taxes, which are included in the TEC amounts above, amounted to (SRS 2nd
@ -« Dccember 31, 2014 and 2013, respectively.

The Company participates in a master cash management pool with other TEC affiliates
administered by Regions Bank. The Company’s main operating and payroll accounts draw from
and are funded by an investment account maintained by another subsidiary of TEC. The
Company receives an allocation of earnings, if any, and fees on the investment account on a
monthly basis. The Company’s share of the investment account is reflected in “Cash and cash
equivalents” on the accompanying consolidated balance sheets and amounted to (NG for
2014, of which (Jllil#has been committed to fund outstanding checks. The Company’s share of
the investment account for 2013 was (JNEGEGD

A loan agreement of TEC with the Rural Telephone Finance Cooperative (RTFC) contains
certain restrictions which pertain to the Company, including restrictions on incurring additional
indebtedness and transactions involving the Company’s capital stock.

RELATED PARTY TRANSACTIONS

During 2014 and 2013, the Company engaged in transactions with entities in which there is an
ownership or involvement by an officer and director. The significant transactions are

surnmarized as follows:
2014 2013

Amounts incurred for engineering and other related

services provided by a company owned or controlled
by an officer and director of the Company _
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Amounts payable to related parties at December 31, 2014 and 2013 were $806 and $1,528,
respectively. These amounis are reflected in “Accounts payable - Trade” on the accompanying

consolidated balance sheets.

INVESTMENTS

Investments consist of’
2014 2013

RTFC |

The Company’s investment in RTFC is carried at historical cost due to no readily determinable
fair market values for such instruments being available. The RTFC investment is comprised of
patronage certificates that represent ownership in RTFC. This investment is being redeemed on

an ongoing basis.

PROPERTY, PLANT AND EQUIPMENT

The major classes of property, plant and equipment and their respective depreciation rates are as

follows:
Annual Asset Balance
Rate Range 2014 2013
Regulated conumunications

Land =

Buildings 3%

Vehicles and other work equipment 13%

Furniture and office equipment 8% - 23%

Central office equipment 8%

Circuit equipment 13%

Poles T%

Cable, lines and wire 7%

Other 13%

Total regulated communications plant in service
Regulated communications plant under construction
Toral regulated communications plant

CATV 4% - 50%

Nonregulated communications 20% - 33%

Depreciation expense for property, plant and equipment amounted to (I NN 2nd (GG
in 2014 and 2013, respectively. The composite depreciation rate for regulated communications
property, plant and equipment was 5.10% for 2014 and 5.11% for 2013,
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LEASES

The Company incurs pole rent expense under the terms of cancellable joint use pole rental
agreements and pole attachment license agreements. Pole rent expense incurred under these
agreements, which is reflected in “Plant operations” on the accompanying consolidated
statements of income, amounted to and (HJ for 2014 and 2013, respectively.
Under the terms of the joint use pole rental agreements the Company recorded pole rental
revenue in the amount of (i during 2014 and (S during 2013, which is included in
“Network access and miscellaneous” on the accompanying consclidated statements of income.

The Company also leases land and other items under cancellable operating leases. Rent expense
under these agreements amounted to (N 2P for 2014 and 2013, respectively.

INCOME TAXES

Income taxes were charged to operations as follows:

Nonregulated
Regulated Communications
Communications & CATY
QOperations Operations Total

2014
Current
Federal
State

Deferred
Federal
State

2013
Current
Federal
State

Deferred
Federal
State
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The following is a summary of the items which cause the effective tax rate based on pretax
income to differ from the statutory federal income tax rate:

2014 2013
% of % of
Pretax Pretax
Amount Income Amount Income

Computed “expected” federal
income tax expense

State income tax expense, net of
federal income tax effect

Other - net
Actual income tax expense

The tax effects of temporary differences that gave tise to the deferred tax assets and deferred tax
liabilities, at December 31, 2014 and 2013, are as follows:

2014 2013

State net operating loss carryforwards
Inventory valuation reserve
Accounts receivable allowance
Other - net

Gross deferred tax assets
Valuation allowance

Total deferred tax assets

Deferred state income tax (for calculation
of deferred federal income taxes)
Property, plant and equipment, primarily due to depreciation
Total deferred tax liabilities

Net deferred tax liabilities

Deferred taxes are included in the conselidated financial statements as follows:

2014 2013

Deferred tax assets - current
Deferred tax liabilities - noncurrent

At December 31, 2014, PCI had state net operating loss carryforwards of (NNl These
operating loss carryforwards will expire between 2018 and 2029.

The valuation allowance for deferred tax assets increased (NN 2nd (NED curing 2014 and
2013, respectively. The increase in the valuation allowance was the result ol management’s
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assessment that it is more likely than not that the Company will not be able to realize the benefits
of all or a portion of PCI's state net operating loss carryforwards in future periods.

EMPLOYEE BENEFIT PLANS

Employee Stock Ownership Plan (ESOP)

TEC sponsors an ESOP that covers substantially all employees with one year or more of service
with a participating company. Participating companies include TEC and its subsidiaries
(including the Company). This plan is funded by participating company contributions
determined annually by TEC’s Board of Directors. The Company contributed (il during 2014
and (M during 2013 to the ESOP, which is reflected as compensation expense.

Employee 401(k) Plan

The Company is included in the Telephone Electronics Corporation and Associated Companies
401(k) Plan (the 401(k) Plan). Participating employees may contribute a portion of their
compensation to the 401(k) Plan, and the Company, at its discretion, makes matching
contributions based on the employee’s contribution. Participation in the 401(k) Plan is open to
employees who have attained the age of 21 and completed one year of service (as defined under
the 401(k) Plan). Currently, the Company makes safe harbor matching contributions of 100% of
the first 3% of employee compensation contributed to the 401(k) Plan and 50% of the next 2% of
employee compensation contributed to the 401¢k) Plan. Total matching contributions recognized
by the Company were (NS - G for 2014 and 2013, respectively.

COMMUON STOCK
Class A common stock has voting rights. Class B common stock is non-voting and is subject to

redemption on notice at par value. Dividends must be paid simultaneously on both classes of

common stock in like amounts per share.

COMMITMENTS AND CONTINGENCIES

Construction expenditures and other investments in property, plant and equipment are currently
estimated to be (N during 2015; however, this estimate may be revised for changes in
funding availability. '
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CONCENTRATIONS, RISKS AND UNCERTAINTIES

The Company’s business is conducted primarily in central Tennessee and, accordingly, is
dependent upon the general economic conditions of this region. Although the Company’s
performance is affected by the general conditions of the economy, not all of its services are
equally affected. There can be no assurance that future economic conditions in this region will
not impact demand for services, which may impact the Company’s business, operating revenues
and cash flows.

The Company also faces certain inherent risks that its service area can experience significant
weather events which have the potential to physically damage its overall telecommunications and
CATV infrastructure. Such disruptions may cause interruptions in service or reduced capacity
for customers on a short-term basis and cause the Company to incur certain non-recurring
expenses which may or may not be recoverable under the provisions of insurance policies.

The Company faces potential competition from wireless carriers, competitive local exchange
carriers, satellite television providers and other providers of telecommunications, CATV, and
information services. Certain competitors benefit from financial, personnel, marketing and other
resources that are significantly greater than the Company’s available resources. These
competitors may provide services competitive with products and services the Company provides
or intends to provide. However, as a “rural telephone company”, PTC is currently exempt from
the obligation to lease network elements in an unbundled manner to competitive local exchange
carriers and to comply with certain other requirements applicable to larger incumbent local
exchange carriers. This relief may be lost if certain actions are taken by competitors or
regulatory bodies.

Approximately 34% and 36% of the Company’s total consolidated revenues for the years ended
December 31, 2014 and 2013 were derived from network access charges, USF support and CAF
support. The interstate network access rates that the Company can charge are regulated by the
FCC, and the intrastate network access rates are regulated by the TRA. Those rates may change
from time to time. The Company received HCL support which supported the high cost of its
operations in rural markets. The HCL support was based upon the Company’s average cost per
loop compared to the national average cost per loop. -

In early 2010, the FCC released its new National Broadband Plan (the Broadband Plan}. The
Broadband Plan is the FCC’s framework to develop a comprehensive plan over the next decade
for broadband deployment, intercarrier compensation reform and regulatory reform initiatives,
such as reformation of the USF HCL. Subsequently, the FCC issued the Reform Order which
addressed both intercarrier compensation as well as USF support issues. The Reform Order was
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accompanied by a Further Notice of Proposed Rulemaking seeking comment on a range of follow
up proposals. The Reform Order is also the subject of numerons Petitions for Reconsideration,
which ask the FCC to reconsider portions of its decision, and is the subject of judicial appeals.
Future judicial challenges to the Reform Order are also possible, which could alter or delay the
FCC’s proposed changes. The Company cannot predict the outcome of any future rulemaking,
reconsideration and legal challenges and as a consequence, the impacts these may have on the
Company; however, the Reform Order may have a negative impact on the Company’s revenues.

The Reform Order establishes a $2 billion fund that is intended to maintain existing levels of
support in the aggregate while at the same time transitioning support mechanisms so that, over
time, rate of return carriers receive support for the deployment of wireline broadband facilities
principally through the CAF rather than through the intercarrier compensation regime. To
effectuate the first phase of this effort, the Reform Order established benchmarks that limit
certain reimbursable capital and operating expenses for determining HCL support; reduces HCL
support on a dollar-for-dollar basis where a carrier’s local rates are set below a specified urban
local rate floor; phases out Safety Net Additive support; eliminates local switching support;
eliminates support for service areas that overlap with the service areas of others; and imposes a
$250 absolute cap on per line support. Although the Reform Order is intended to permit rate of
return carriers to recover any lost support through the explicit support mechanism in the CAF, it
remains unclear whether the CAF will provide the Company with the same level of support over

time that the Company currently receives.

SUBSEQUENT EVENTS

By letter dated January 16, 2015, management of PTC was notified that it had been selected by
the Universal Service Administrative Company (USAC) for an audit of the accuracy of the data
reported on the Lifeline Worksheet (Form 497) for April 2014, the Annual Lifeline Eligible
Telecommunications Carrier Certification (Form 555) filed in January 2014 and the Carrier
Annual Reporting (Form 481) filed in October 2013. As the audit is still in process as of the date
of this audit report, it is not yet known whether any adjustments to the Company’s consolidated

financial statements will be required.



